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Faderal Correctional Institution
Sandstona, Minnesora 55072

Dear Hy. Davis: .
) 0\1’

He havegéxaminw the financial statements of the Federal Prisom
Industries, fHc. (#3533, Sandstone, Mimesota, for the fiscal year
ended June 30, 1974, The examination was made pursuant to the
Government Corporation Contrel Act (31 U.5.C. BAl).

Our review, which was completed in Saptember 1974, was made in
secordance with generally secepted auditing standards. It included
such tests of the acecoumitiny reeords and finsncial tvensactions and
such other audizing procedurss as we considered necessary, comsider-
ing the existing svetem of internal controls gnd prior ac'lis.

This vear we limiled the amownt of detalled audit work dome on
FPI, Sandstone’s financial statoments, hecause of the Department of
Justice auditors' review of financlal activities at your lecation.
Cur review placed primary emvhasis on FPI, Sandstone's management of
its financial resources, specifically ioventory mamagement,

Qur findings, Vhich were discussed with vou and othaer officials
at the comclusion of the review, would have no significant effect
upont the ralisbility of the financial statements for your location,
However, cartain observations which are within your suthority and
responsibilicy, upon which corrective asetion has been taken or
promised, are susmmarized belew for your information.

1. ¥PI, Bandstone personnel need to comply with thalr warehouse
operating procedures and exercise better controls over raw
matearials and suvplies. For example: -

~The glove Tactory foreman told us his requisitions
for raw materials were not prepared until afrer the
materials had been issued from the warvshouse.




~~Tha print shop bindery foreman, who i3 also the store-
“waper, told as thar priaz shop reguisitions were not
numbared nor signed unkll the day after the requisitions
weye £illed.

~-Turing our revisw of =tock record card data, one inven-
tory item {ship board sheets) was disclosad which showed
4083 mora units on hand on the stoek record cawvd than
wara in the warshousa.

2. More effactive v3zez of smaxizsn/minimum inventory levels is
naaded at FPT, Sandatone o assurs that prooer lawels of
supply are maintained. Vor example:

~ur review of stock veeovd card datz as of May 31, 1874,
date of physical inventory for raw material items, dis-
cloged 13 itrems with stock om hand in excess of one-vesr
naeads, which wars not repcrted by FPI, Sandatons, The
arook record cards showed that balaneces on hand were In
axeass of the mazxime inventory level indieated for 5 of
the 15 items,

—Ha found seven ilems with steck on hand under the mind-
wmos inventory level indicated on the stock record cavds
{or which procurszent action had not been considered.

~-We were told by the ¥PI, Sandstone busirass wensger snd
the »rint production foremsn that they have notl, az a
ragular practice, reviewed maxissm/miniwum estsbiished
inventoyy lavels to identify {tems raquiring procursment,
aor hare rrey aliays considerss the inventory levels when
deternining the guantirles of irems to be procured.

—Ho paximmma/minizes luventory levels, nor other designaties
of an ipventory levsl, wers showm om the stock record ecards
for the glove factory raw materizal iftems.

3. The nead for FPI, Sandoione pexsonnel to take correctiva
actions and for msnagement to monitor thase actions 43 partic—
ulariy sigmificant, bacsuse the finding aress cited have heen
fnelnded in nrior intsrnal and GAD andlt reports. For axmple:

--"Igventory differences disclosed by our August 1971 test
eounte snd a review of atoversem regquisitions and prece-
duras indiecated 3 need for better materials and suvpplies
control,” {6AO, letter report, dated October 7, 1271,
o Superintendent of Indusiries, FPI, Sandstone}
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~-"More affective use of atock record cards TR% I3 needed
to ssaure that prover lowels of raw material are wain-
tained ¥%%.% s notad thaz om the hasis of amnuval usage,
procurements sither were excssaive oy wers lare.”
{Department of Justice OFffiece of Interaal Audit, rsvert,
dared October 16, 1972, on ¥PI financial asctivities at
Sandgzone)

Ya shall appreciats your comments and adviee ns o the resulis of
further action taken on these maiters. Wa wish to acknowledge the
covperation snd conrtesy extended to sur representatives by both vour
civilian znd immate parsommel during sur review,

Copiesg of this latier are heing sent to the Commissioner, Federal
Prison Industriss, Inc., Depariment of Justiee, Washington, D. C.: the
Assistant Attorney Generzl for Administrationm, DTepartment of Justies,
Washington, D. C.; and the Yarden, Federal Correctional Inzgltution,
Ssndstoue, Mimmesota.

Zinesrely vours,

G. F. Stromvall

G. ¥. Stromvall
Feziopal anazey
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